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Vote-Only Calendar

Spring Finance Letters

The Governor has submitted a series of spring tiedetters which deal with technical changes
to the budget and additions of funding for emergencThe letters are listed in the chart below.

2009-10

Department Proposal Amount (000)
Department of Salson Sea Conservation Implementation: Increase $ 8,000
Water Resources | reimbursements to support the Salton Sea restoration, mitigation,

and monitoring activities.
Department of Groundwater Storage Grant Program: Funds to pay for two $ 218
Water Resources | Groundwater Storage Grant Program contracts were reverted even

though the work was completed and no payments were made.

These funds will allow the contracts to be paid. Funding comes

from the Conjunctive Use Subaccount for bond funds.
Department of Floodplain Mapping: Federal funds to continue floodplain mapping $ 5,320
Water Resources | in California.
Department of Supervision of Safety of Dams: Additional funds from the Dam $ 300
Water Resources | Safety Fund for installation of strong motion instruments on high

hazard dams and for reconvening the Earthquake Analysis Board.
Department of South Sacramento County Streams: Increased bond funds ($4.2 $ 6,000
Water Resources | million) and reimbursements ($1.7 million) to continue construction

of the South Sacramento County Streams project.
Department of Reappropriations of Capital Outlay Projects: General fund funded $ 4,393
Water Resources | capital outlay projects. These projects were started prior to the

passage of the 2006 bonds, and thus those bond funds cannot be

used to pay for them.
Department of Extension of Liquidation: For one year on the Merced County
Water Resources | Streams project, which is funded from General Fund.
Department of Reappropriations, Extensions of Liquidation, and Technical
Water Resources | Adjustment of CALFED funds. From various bond fund sources.

Extensions are for one year. These funds are for both state

operations and local assistance.
Department of Reappropriations, Extensions of Liquidation, and Technical
Water Resources | Adjustment of Non-CALFED funds. From various bond fund

sources. Extensions are for one year. These funds are for both

state operations and local assistance.
Department of Reversions: Proposition 13 and Proposition 50 reversions
Water Resources | necessary to maintain expenditures within the amounts authorized

in various bond allocations.
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Subcommittee No. 2 May 7, 2009
2009-10

Department Proposal Amount (000)
Department of Technical Adjustments: Correct the continuation of a $869,000 -$869
Water Resources | limited-term appropriation into the 2009-10 Budget Act. Also, shift

$570,000 reduction from data collection to flood management to

reflect the program reduced accurately.
State Water Reversion of Proposition 40 and Proposition 50 bond funds from -$645
Resources projects completed under budget. -$26.5 million
Control Board
Food and Asian Citrus Psyllid Project: $1 million in federal funds and 2 $1,000
Agriculture temporary positions to detect and eradicate a new agricultural pest.

Staff Recommendation: Staff recommends that the Subcommittee approvdithace letters
shown in the chart.

Action: Approved spring finance letters in the chart above

Vote: 3-0

Substitute Motion to consider the following items separately:

2009-10

Department Proposal Amount (000)
Department of Delta Fishery Improvements: State Water Project Funds: four $ 800
Water Resources | positions to evaluate cost-effective fish facility improvement

alternatives for the State Water Project.
Department of Delta Fish Agreement 2008 Amendment: State Water Project $ 735
Water Resources | Funds: four permanent positions and one temporary position to

implement mitigation measures for Delta smelt, longfin smelt, and

salmon as required by the Delta Fish Agreement 2008 amendment.

These activities will comply with federal permit requirements.
Action: Approved spring finance letters in the chart above
Vote: 2-1 (Benoit)
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3360 Energy Resources Commission

1. West Coast Regional Carbon Sequestration Paltiper

WESTCARB. The WESTCARB project aims to demonstrate a Calitsbased zero-emissions
power plant by applying a new and innovative carbequestration technology. The advanced
generation technology being used for WESTCARB ptesia generation system that produces
only carbon dioxide and water as by-products. h& tarbon sequestration technology proves
effective, the technology may be tested with otireenhouse gasses such as NOx and SOx.

The first two phases of the project have been cetedl These phases involved evaluation and
research. The first two phases totaled $11.4anilin grants and were managed by contractors.
The third phase of the project received $65.5 anilin federal funds, and will end in 2018.

Governor's Budget. The Governor's Budget proposes a total of $1Q&XDand five positions
for phase 1l of the WESTCARB project.

The proposed staff will be used in the advance rggio@ carbon capture and sequestration
research area to develop, award, and manage theactsnand provide broad outreach on the
results of the research.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.
Staff Recommendation. Staff recommends that the Subcommittee approyerbposal.
Action: Approved as budgeted

Vote: 2-1 (Benoit)

2. Siting Renewable Generation

Renewable Portfolio Standard. Current statute requires that electricity provsdebtain a
minimum of 20 percent of their energy from renewakburces of energy by 2010. The
Governor's Executive Order S-14-18 increases tlogl go 33 percent by 2020. Currently,
renewable energy generation only comprises abopefcent of electrical sales in California.

Transmission Lines. Many of California’s renewable energy developrseare likely to happen
in remote areas, which will require new transmissimes to get the energy to distribution
centers. Renewable generation and renewable trssism lines have many of the same siting
constraints as fossil fuel plants, including larse wonflicts, community concerns over project
location, biological and cultural resource impacisd visual concerns. Historically, the
planning, permitting, and construction of transnaissprojects has taken up to ten years to
complete.
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Governor’s Budget. The Governor’'s Budget proposes $2,589,000 froenBhergy Resources
Programs Account and 10 positions to work on acaBiey transmission projects to meet the
Renewable Portfolio Standard. Of the amount reigdes$1,225,000 is for contract funds to
have the Department of Fish and Game complete anwiental work.

These new resources would be used to:

1. Work with the Department of Fish and Game to dqvedo Natural Community
Conservation Plan for the Mojave and Colorado deséhnat will facilitate the
development of renewable resources and to idesiifs for solar development in the
California desert to facilitate the developmensoliar power plants;

2. Assist the Federal Bureau of Land Management (BiiMhe development of the Solar
Programmatic Environmental Impact Statement; and

3. Develop Best Management Practices to facilitat@arsdevelopment while minimizing
environmental impacts.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.
Staff Recommendation. Staff recommends that the Subcommittee appraéulget proposal.

Action: Held open

3. Siting Program Workload Requirements

Renewable Portfolio Standard. Current statute requires that electricity provsdebtain a
minimum of 20 percent of their energy from renewakburces of energy by 2010. The
Governor’s Executive Order S-14-18 increases tha tp 33 percent by 2020. The renewable
portfolio standard (RPS) is driving the planning filany new renewable energy projects.

Siting Applications. The Energy Commission’s siting workload has b&teadily increasing for
the last ten years. During the 1990s, the avenageber of siting applications for new power
plants was five to six annually. During March 2008e Energy Commission had 25
applications under review. Due to staffing limibais, the Energy Commission is able to review
only about half of the applications it receivesidgrthe statutory 12-month review period.

Baseline Budget. The 2009-10 Budget Act includes 80 positions for the Siting, Transmission
and Environmental Protection Division, which hasdi@wer plant siting. Approximately 65 of

these positions directly work on siting, while tbéher 15 work on programs such as the
Renewable Energy Transmission Initiative (RET]I).

Fee Structure. Currently, fossil fuel power plants pay a sitiaygplication fee of $132,154 plus
$329 for each megawatt to be generated. The famotaxceed $350,000. Current statute states
that no fees can be charged from siting applicatfionrenewable energy power plants.
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Finance Letter. The Governor submitted a finance letter requgs®$2,339,000 from the
Energy Resources Program Account for 18 positionmacess power plant siting applications in
a timely manner.

Staff Comment. The workload for new applications is being driviangely by renewable
energy power plants. However, no application fae be charged from renewable energy
applicants. Therefore, if the Subcommittee weredwsider raising the application fee to cover
increased costs, the funds would come from fos®l énergy generators, who are not driving
the majority of the increased workload.

Staff Recommendation. Staff recommends that the Subcommittee approvéudkget proposal.

Action: Held open

3860 Department of Water Resources

4. Bay-Delta Modeling, Reporting, Review, and Suppo

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP.

Governor's Budget. The Governor's Budget proposes five permanenitipns for $936,000
from State Water Project funds to support and ecdamodeling tools used by DWR for
planning and management of the state’s water ressusystem. Specifically, the positions
would be for:
1. Development, maintenance, and application of thereatly unsupported Particle
Tracking Model (PTM) — one position
2. Development of the State Water Project Deliveryidality Report — one position
3. Development of new tools to analyze complex Deltdrbdynamic, water quality, and
statewide surface water and groundwater modelisigite— one position
4. Clerical support for the Administrative Sectionregosition
5. Multi-Dimensional Modeling Support — one position

LAO Recommendation. The LAO recommends that the budget request be denide LAO
notes that the department has said this modelitigitgds increasingly important to its work.
However, there is no proposal to redirect fundimghis activity from other programs to reflect
its higher-priority status. Over the past severaedrs, the division which carries out this
modeling work has increased by 19 staff and $80anil While this activity may have merit in
concept, the LAO recommends that the departmermt fin@se activities out of existing resources
by redirecting funding from lower-priority actives.

Staff Recommendation. Staff recommends that the Subcommittee approyerbposal.
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Action: Approved as budgeted

Vote: 2-1 (Benoit)

5. Transfer of Operations and Maintenance of Sixtdew

Monitoring Stations in the Delta

Flow Monitoring Stations. The Department of Water Resources has sixteetincans flow
monitoring stations in the Sacramento-San JoaquhaD These stations are currently being
operated and maintained by the United States Geofigvey (USGS) under two contracts that
will expire in December 2009. The USGS charges D#fRroximately $80,000 per station
annually to monitor the flow stations, but DWR esdies it could monitor the flow stations in-
house for only $45,000 per station annually.

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP.

Governor’s Budget. The Governor’'s budget proposed four new permapesitions to monitor
continuous flow stations in the Bay-Delta. Theiposs would be paid for with State Water
Project funds and would lead to a savings of $3B8D#nhnually over the USGS contracts.

LAO Recommendation. The LAO recommends that this proposal be rejediedause there is
merit to maintaining independent monitoring by USGSwater quality and flow monitoring
stations in the Delta. As the state’s Delta poliontinues to evolve over the next few years,
potentially fundamentally affecting SWP operatiom&ving independent monitoring could
become increasingly important. The LAO theref@eommends that the Legislature direct the
department to extend its current contract with US&rovide this information.

Staff Recommendation. Staff recommends that the Subcommittee reject rdgpiested
positions.

Action: Rejected proposal

Vote: 3-0

6. State Water Project Management Group

SWP Management Group. The Department of Water Resources (DWR) estaddish
methodology to deal with all State Water ProjedV® fiscal analysis. This methodology was
intended to provide a consistent means and docatm@mtprocess for initiating, approving,
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financing, and managing SWP programs in a ceng@liranner. To manage this control effort,
24 existing SWP employees were used to form a nemagt group within the State Water
Project Analysis Office (SWPAO).

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP.

Governor's Budget. The Governor's January 10 Budget proposed ning permanent
positions for the SWP Analysis Office. The estieshtost of these positions is $1,544,000 from
SWP funds.

LAO Recommendation. The LAO notes that at least 17 positions related SWP
administration, legal review, and protest resolutiave been added to the existing base budget
for these activities in the past three years. Moee, it is unclear why the 50-year old program
requires, at this time, a new central program mamegt group. As the budget request has not
been justified, the LAO recommends that it be denie

Staff Recommendation. Staff recommends that the Subcommittee rejestgtoposal.
Action: Rejected proposal

Vote: 3-0

7. Critical Support for the Department of Water Reses

Position Request. The Department of Water Resources (DWR) requeatedew permanent
positions and four temporary positions to providenaistrative support to the department as it
takes on additional work-load for flood managenmeamd levee repairs, information technology
needs, and State Water Project operations andciimgn The DWR staffing level has changed
from 2,549 positions in 2003-04 to 3,163 positiam2008-09, but the administrative overhead
support increased by five positions during the stime period.

Budget Act. The2009-10 Budget Act includes $427,000 from special funds for new sthfthe
DWR. The Budget Act does not include new staff foe SWP, which was requested at
$2,738,000 in State Water Project funds. The nesitipns are divided as follows:

» Payroll and Benefits — 5 positions

» Selection Services Unit — 3 positions

» Labor Relations Office — 1 position

* Procurement and Contracting Office — 3 positions

* Facilities Management Office — $896,000 additidoalds for CHP security contract

» Division of Technology Services — 14 positions
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LAO Recommendation. SWP has already received additional adminisegtiesitions in recent
years. The LAO finds that the request for furthdditional administrative positions has not
been justified, and therefore recommend denyingdbmponent of the budget request.

Staff Recommendation. Staff recommends that the Subcommittee rejectSMA positions
requested.

Action: Item not heard

8. State Water Project Facilities Fish and Wildiehancement

and Recreation

Davis-Dolwig Act. Chapter 867, Statutes of 1961 (AB 261, Davigp &nown as the Davis-
Dolwig Act, states the broad intent of the Legistat was that State Water Project (SWP)
facilities be constructed “in a manner consisteith whe full utilization of their potential for the
enhancement of fish and wildlife and to meet reaeal needs.” The Department of Water
Resources (DWR) is charged with implementing theascpart of planning for construction of
SWP facilities. The Davis-Dolwig Act does not piae criteria specifying what kinds of
recreation facilities or fish and wildlife enhancemts are to be developed, nor does it require
legislative review or approval of such facilitiesemhancements.

DWR has Authority to Determine Cost-Share. DWR determines what share of the costs of
SWP facilities relate to fish and wildlife enhaneats and recreation and are Davis-Dolwig
costs not subject to reimbursement by state watetractors. There are two primary costs under
the Davis-Dolwig Act. First is the capital costtbe creation of recreation facilities when the
SWP was constructed (such as the purchase of aditiand for hiking trails and camping).
The second is an allocation to recreation of th& @mnnual budget of the overall SWP, based on
an assessment of each facility’s value as a reoregdtasset.

Budget Act. The2009-10 Budget Act includes no funds for the SWP facilities fish amittlife
enhancement and recreation.

Governor's Budget. The Governor's Budget proposed a total of $38iBiam for Davis-
Dolwig related costs. These were:
» $30,984,000 from Proposition 84 for developmenthalslitation, acquisition, and
restoration of SWP facilities for fish and wildlihancement and recreation.
* $7.5 million from Harbors and Watercraft Fund forgoing operations funding for SWP
recreation.
e Trailer bill language.

Trailer Bill. The Governor proposed trailer bill language tovpte a continuously appropriated
annual transfer of $7.5 million from the Harborsdawatercraft Fund for payment of the
recreation component of the SWP. This $7.5 milliauld pay for on-going operations of SWP
recreation, but would become “off-budget” and nobject to Legislative appropriation each
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year. The trailer bill language also includes anual reporting requirement on what the funds
were used for during the previous budget year.

Staff Recommendation. Staff recommends that the Subcommittee rejed ginoposal for
funding recreational projects in order to provitle policy process an additional year to resolve
the matter.

Action: Rejected proposal

Vote: 3-0

8570 Department of Food and Agriculture

9. Senior Farmers’ Market Nutrition Program

Background. The Senior Farmers’ Marker Nutrition Program udedbe located at the
California Department of Aging. This program pme$ low-income senior citizens with
nutrition information about the health benefitseafting five servings of fruits and vegetables a
day and $20 coupon books to purchase fresh fruggetables, and herbs at California’s
Certified Farmers’ Markets.

The California Department of Food and Agricultu@DFA) will use the 10 percent available
within the federal grant to support the administeatcosts associated with the program. The
California Department of Aging Area Agencies on Agiwill administer the program at the
local level, as they did when the California Depaatit of Aging ran this program.

Previous Budget Action. The 2008-09 fiscal year Budget Balancing Redustieliminated this
program at the California Department of Aging, wheerwas funded with General Fund.

Budget Act. The 2009-10 Budget Act includes $810,000 from federal funds to estabiigh
Senior Farmers’ Market Nutrition Program at the @DF

Staff Comment. The federal government expressed to CDFA officidlat if no California
department takes on the administration of the Ser@mers’ Market Nutrition Program, the
federal government will distribute California’s sbeaof the funds to other states and California
would be shut out of the program indefinitely. Tenefit of this program outweighs the costs
since this program serves low-income seniors whg b reliant on the coupons for their
monthly food supply and only federal funds wouldused to run the program.

The CDFA certifies all California farmers’ marketnd thus has knowledge of where
transactions can take place. Thirty-three of tiiy-&ight Area Agencies on Aging have
expressed willingness to participate in the program
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Staff Recommendation. Staff recommends that the Subcommittee approyerbposal.
Action: Approved as budgeted

Vote: 3-0

8660 Public Utilities Commission

10. Renewable Portfolio Standard and Renewableshmeasion

Renewable Portfolio Standard. Current statute requires that electricity provsdebtain a
minimum of 20 percent of their energy from renewakburces of energy by 2010. The
Governor’s Executive Order S-14-18 increases tha ¢p 33 percent by 2020. Legislation is
currently being debated by the Legislature that ld@odify the 33 percent renewable portfolio
standard (RPS).

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Governor's Budget. The Governor's Budget proposes $322,000 from Rhélic Utilities
Commission Utilities Reimbursement Account and ¢hpesitions to implement the 33 percent
renewable portfolio standard.

Department Tasks. With these positions, the PUC would:

1. Design and implement policy needed for a 33 perBéts by 2020 target, in addition to

the 20% to 2010 mandate.

2. ldentify the least-cost best-fit renewable resosireguired to achieve a 33 percent RPS.

3. Identify the project-specific barriers that prevém renewable developers from building

sufficient renewable generation to achieve a 38gdrRPS.

4. Develop a detailed implementation workplan thatl vatidress the project-specific

barriers.

5. Work with multiple agencies (Energy Commission, S8l and the California Air
Resources Board) and stakeholders (e.g., renewiabkeopers, local governments, and
environmentalists) to ensure successful implemiematf a 33 percent RPS workplan.
Analyze the cost and rate impact of a 33 percel8.RP
Evaluate the increased number of transmissiongsftimgs due to the identification of
approximately 35,000 Megawatts of solar generatiapacity by the U.S. Bureau of
Land Management.

8. Coordinate specific transmission siting filings lwipotential corridor designations
through California Energy Commission studies.

No

Staff Recommendation. Staff recommends that the Subcommittee appraeribposal.

Action: Held open
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Discussion Items

3940 State Water Resources Control Board

1. Federal Funds for Wastewater

ARRA Funding for Wastewater. The American Recovery and Reinvestment Act (ARRA)
includes about $283 million provided directly toli@ania in grant and loan funding (including
for loan forgiveness and “negative—interest ratahis) for wastewater infrastructure, through the
existing Clean Water State Revolving fund (negaiinterest rate loans have a zero interest rate
and some degree of forgiveness of the loan prihciglectively making the interest rate
negative). The funds will all be made available=lnY 2008-09. The State Water Resources
Control Board (Water Board) administers the proganbehalf of the state in cooperation with
the U.S. Environmental Protection Agency (U.S. EPA)

ARRA Requirements. The ARRA required that the state change its Egsprogram in two
ways. First, the current state matching fund negment is waived as a condition of receiving
the federal economic stimulus monies. Secondigitheral authorization expressly includes three
forms of financial assistance - grants, loan foegess, and negative-interest rate loans - that are
expressly prohibited under state law for the CM#&tier SRF program.

SBX3 27. SB X3 27 (Negrete McLeod, Carter et al), Cha@®@rstatutes of 2009-10, made
various changes to state law needed to expediteexpenditure of federal funds under the
ARRA for water quality projects. While this billag moving through the legislative process, the
Water Board adopted guidelines for how it would engb the funds. The Water Board decided
that it would provide grants for projects withirsddvantaged communities while urban districts
would be able to access very low or zero intereah$ for their. Below are the allocations
approved by the Water Board for the $283 millio®RRA funds:

1. $70 million for grants for disadvantaged commusitie

2. $70 million to restart stalled bond projects.

3. $60 million for 0% interest loans for innovativeojects (e.g. water recycling).

4. $80 million for 1% interest loans for any agency.

Staff Comment. Some urban water agencies have objected to theerVBard’'s adopted
guidelines to allocate ARRA funds, because they ldvolimit grants to districts with
disadvantaged communities in areas of low populatiensity. One concern is that low income
communities in urbanized areas would not have actegrants because they do not qualify as
"disadvantaged communities” as defined by the edguls due to population levels.
Additionally, urban districts are concerned thatfbyding infrastructure projects through loans
rather than grants will ultimately increase rates ratepayers as funds are needed to pay back
loans.

On April 16th, the Speaker of the Assembly andSbaate President pro Tempore sent a letter to
the Water Board stating a shared concern that ecmadly challenged communities in both
rural and urban parts of the state will not haveat@ccess to these funds under the adopted
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regulations. At the hearing, the Water Board stiche prepared to discuss whether changes
have been made to these regulations and what gptenLegislature could consider that would
address these concerns.

Action: Informational item only, no action taken.

2. Underground Storage Tank Funding Brownfieldidninve

Background. The Underground Storage Tank Cleanup Fund (UST&E as an insurance
program for Underground Storage Tank (UST) opesatofhe USTCF provides up to $1.5
million in reimbursements per occurrence to petrosldJST owners and operators to fix leaks in
USTs. Funds for the USTCF come from a fee of $0.pé&r gallon of petroleum per gallon
stored.

Since 1992 the USTCF has received 19,000 claimg®QOD1of which received letters of
commitment. The claimants include individuals, Brbasinesses, local governments, and major
corporations. Statute mandates a priority systdrarev individuals and small businesses have
their claims addressed first. As of June 2008 diygartment had over 3,400 claims that are over
five years old.

Governor’s Budget. The Governor’s Budget proposes $719,000 fronith@erground Storage
Tank Cleanup Fund and five temporary positioneteew claims that have been active for more
than five years.

Budget Act. The2009-10 Budget Act did not fund the Governor's Budget request of $@20
for five temporary positions.

Finance Letter. The Governor submitted a finance letter proposing fund transfers from the
Underground Storage Tank Cleanup Fund (USTCF) railért bill language:
1. $10 million to the School District Account in theSTCF
2. $20 million to the Underground Storage Tank PetnmieContamination Orphan Site
Cleanup Fund

Trailer Bill Language. The Governor’s finance letter also includes éraldill language creating
the School District Account within the USTCF.

Staff Analysis. The current fee for the USTCF is set at $0.00id generates approximately
$250 million annually. The fund acts as a forninslurance against environmental cleanup costs
for underground storage tank owners. Howeverfuhd is currently over subscribed, meaning
expenditures are outpacing revenues. Many of tperalitures are set in statute as transfers to
subaccounts within the USTCF. As a result of thedf condition, many claims are going
unresolved for five years or longer.
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Staff Recommendation. Staff recommends that the Subcommittee apprav@itbposal and the
spring Finance Letter. Staff also recommends tth@tSubcommittee adopt trailer bill language
in concept that would:
1. Augment the current fee by six-tenths of one c$atq06)
2. Use two-tenths of one cent ($0.002) of this augatéori to fund unresolved claims
3. Cap the fee augmentation to scale down to two-seottone cent ($0.002) if the price of
gasoline rises to $3.00 per gallon, and to zethéfprice of gasoline rises to $3.50 per
gallon.

Action: Approved as budgeted. Also approved trailerlailguage in concept that would:
Augment the current fee by six-tenths of one c8atQ06)

Use two-tenths of one cent ($0.002) of this augatén to fund unresolved claims

Direct the department to expeditiously close clagiaer than five years

Report to the Legislature on how administrativecpaures can be expedited and what
the Board has done to close claims older thenylaas

No ok

Vote: 2-1 (Benoit)

3. Methyl Mercury in Wetlands

Mercury. Mercury is a rare, dense metal, slightly more comri@n gold in the earth's crust.

It has unusual properties that have made it vatuaibl metallurgy, electrical systems, and
chemical processes. It is a liquid at ordinarygeratures and evaporates when exposed to the
atmosphere. Environmental mercury contaminatiamcems in California are focused less on
atmospheric sources, and more on aquatic sourgesefeeral natural and historic reasons.
During the Gold Rush era more than 220,000,000 gewoh elemental mercury were produced in
California. There were few controls on the dismer®f mercury from these operations, leading
to significant increases in environmental mercuonaentrations in affected soil, sediment,
plants, fish, and other animals.

Methyl Mercury. Of even greater environmental concern is thegoras of methyl mercury, an
organic form of mercury that is a potent neurotoaimd is especially detrimental to developing
fetuses and young children (less than about 6 yelals Methyl mercury accumulates and
biomagnifies in the food chain, reaching highestoamtrations in predatory fish, many of which
are prized by sports fishermen. Numerous watetelsosh California have fish-consumption
advisories because of mercury contamination frostohical mining. Several of these advisories
are based on data collected by the United Stateto@eal Survey (USGS), including those in
Trinity County, and the Bear, Yuba, and AmericameRiwatersheds in the Sierra Nevada.

Role of Wetlands. Mercury from hydraulic and placer mining for gdids been transported
with sediments downstream into the San Francisgg3&ramento-San Joaquin Delta estuary,
where it has likely contributed to elevated mercugncentrations in fish, resulting in
consumption advisories. The USGS reports thaséugmentary supply of mercury to the Delta
and in Delta sediments (cinnabar, metacinnabar,edgmental Hg) typically are insoluble, but
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will pose an environmental hazard if they are (@yBilized and (2) methylated in Delta and
Estuary wetlands.

Budget Act. The2009-10 Budget Act includes $2.3 million in Proposition 13 bond furidsthe
Department of Water Resources to reduce methylumgin abandoned mines in the Delta. The
funds include support for a best management pexcstudy that would reduce methyl mercury
from the Yolo Basin and other wetlands.

Also, the Central Valley Regional Water Board isrently creating the Total Maximum Daily
Load (TMDL) requirements for mercury. These regoients will impact how mercury is
treated for in the water supply.

Staff Comment. The Department of Water Resources is focused atervsupply issues while
the State Water Resources Control Board works derveaality issues. To gain perspective on
the impact of mercury in wetlands that stay wetry@and, it may be beneficial to have the
Water Board conduct additional testing on watediggyas well as to establish best management
practices in the development of new wetlands, ohalg pre- and post-monitoring for new
wetlands projects.

Action: No action, informational item only

4. Water Rights Program

Water Rights Based on Priorities. Water rights are based on a priority system ithatsed to
determine who can continue taking water when tienmot enough water to supply all needs.
Those with high priority rights know that they dikely to receive water. Those with low
priority rights know that they may not receive wateall years and can plan accordingly.

Riparian Water Rights. A riparian water right is a right to use the matulow of water on
riparian land. Riparian land is land that touchdake, river, stream, or creek. California is the
only western state that continues to recognizerigparights. The California Legislature has
enacted very few laws regarding riparian rights aAresult, riparian rights have been frequently
litigated. As a result of these lawsuits, the tohave clarified rules that apply to riparian tggh

If there is not enough water available for compgtiparian users, they must share the available
supply according to their needs. Generally in #itsation, water used for interior domestic
purposes, such as drinking, cooking, and bathiag,the highest priority.

Water Right Permits. Water right permits include conditions to protetter water users and

the environment. The State Water Resources CoBiald (Water Board) has continuing

authority over permits that it issues, and it casdify permits and licenses it previously issued
to require more protective conditions. The WateaBl must provide the permit or license
holder with notice and opportunity for a hearindodoe making changes. If the permit holder
disagrees with the Water Board's decision to matthéypermit, it can ask the court to review the
matter.
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Water Rights Administration. Water rights law is administered by the Water loaWithin
the Water Board, the Division of Water Rights amtsbehalf of the Water Board for day-to-day
administrative matters. The Water Board is they @gency with authority to administer water
rights in California.

Staff Recommendation. Staff recommends that the Subcommittee approveplSmental
Report Language requiring:

On or before March 30, 2010, the State Water RessufSWRCB) shall submit a report to
the Joint Legislative Budget Committee (JLBC) aelévant policy committees that provides
recommendations for creating greater efficiencgdministering and enforcing water rights
in the state. The report shall include a costnesdt for implementation of the
recommendations.

Action: Approved Supplemental Report Language. The Subdn@cted the department to
also report back the water rights CEQA processhendthat process could be improved.

Vote: 3-0
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3860 Department of Water Resources

1. Central Valley Flood Protection Board

Background. Legislation was enacted in 2007 (AB 5 and SBth@j renamed the Reclamation
Board the Central Valley Flood Protection Board §Bt). The Board is required to act
independently of the Department of Water Resouacescontinue to exercise all of its powers,
duties, purposes, responsibilities, and jurisdictidhe membership of the Board increased from
seven to nine members, seven being appointed byGireernor and subject to Senate
confirmation, and two members serving as non-voérgfficio members. Salary of the seven
appointed members will be equivalent to the membetise Air Resources Board. Furthermore,
AB 162 (Wolk, 2007) requires the Board to reviewised safety elements of local
governments’ general plans prior to the adoptiothefamended safety element.

Budget Act. The 2009-10 Budget Act includes $7.5 million General Fund and $1 million
Proposition 1E bond funds for support of the Céntedley Flood Protection Board.

Finance Letter. The Governor has submitted a spring financerléti would shift $2,190,000
General Fund from the Central Valley Flood ProtectiBoard to the Public Safety and
Prevention of Damage program.

Staff Comment. The Central Valley Flood Protection Board wasated in 2007 and received
funding for the first time in th2008-09 Budget Act. At the time existing staff from within DWR
was transferred to the Board because the Boardfngt needs were not fully known. Now
some of those staff are being transferred backatiRDhrough the finance letter proposal.

Despite the fact that the Board has new functitms Governor appointed the same members to
the Board as served on the now-defunct Reclam&aard. Shifting board members from one
decision-making entity to another without a Lediska confirmation is not consistent with
existing practice of confirming board appointmentBecause the Central Valley Flood
Protection Board has some new functions that thdaReation Board did not, it is appropriate
for the Board members to answer questions abourtdbeision-making rubric publicly.

Staff Recommendation. Staff recommends that the Subcommittee approvditheace letter.
Staff also recommends that the Subcommittee adaitert bill language requiring the Governor
to appoint new members to the Central Valley FIBootection Board by January 1, 2010, or the
Board’s budget will be zeroed.

Action: Held open
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2. New and Expanded Requirements for Operatinptae

Water Project

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP.

Governor’s Budget. The Governor’s January 10 Budget proposed 42 peswanent positions
at a cost of $5,920,000 from State Water Projead$u These positions would work on
improving operational efficiencies, maintaining dagable equipment for the SWP conservation
and water delivery system, providing a safe worlengironment, and protecting SWP facilities
from potential threats, while complying with new maatory regulations, practices, and other
requirements related to the department’'s energywaatdr operations and responsibilities. The
42 positions break down as follows:
» 15 positions — Energy regulatory requirements fuerating the SWP
» 1 position — Aquatic nuisance species
» 1 position — Endangered species analysis and regort
» 1 position — Facilities performance data manageraedtreview
» 10 positions — Installation and data collection Rartial Discharge Analyzer (PDA)
systems
» 3 positions — Aging facilities at San Luis Fieldviion
* 4 positions — Safety and Security of SWP facilititERC environmental compliance and
monitoring

LAO Recommendation. The SWP currently has 1,509 positions. The LAOnH that over the
past three years, the SWP has added 195 positiandynfor administration, environmental
compliance, and legal support. The majority of plusitions added over the past three years
were added for purposes similar to those describethis proposal, including positions for
energy license implementation and environmentalgi@mnce. The LAO does not find that the
additional requested positions are justified at thine, and therefore recommend that this
component of the staffing request be denied.

Staff Recommendation. Staff advises the Subcommittee only approve timese positions that
the department has demonstrated relate to increasgkload. Using this criteria, staff
recommends the approval of 19 positions as follows:

* One position for aquatic nuisance species: theaspoéthe Quagga mussel poses a threat
to the water delivery infrastructure within Calificst. In Southern California, the
Metropolitan Water District is already expendingsaerces to contain the rapidly
reproducing mussel that can block pipes. A pasitassist in dealing with the spread
of invasive species seems justified to staff gitrennew threat of the Quagga mussel.

» Three positions for aging facilities at San Luigl&iDivision: the SWP administrators at
DWR inform staff that the San Luis Field Divisian eéxperiencing an increasing amount
of maintenance as facilities age. The concerrhad at times some facilities are left
without maintenance staff available to deal wituss. The U.S. Bureau of Reclamation
will cover 45 percent of the cost of these thresifans.
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» 15 positions for energy regulatory requirementsdperating the SWP: due to CAISO
market redesign, the SWP will have to deal witheavtype of spot-market for energy
purchases that will be more complex than the thisxemarket it previously operated
under. Also, the need to purchase more renewalgleyg and FERC relicensing of some
facilities creates additional energy-related woaklidor the SWP.

Action: Approved the staff recommendation

Vote: 3-0

3. State Water Project Climate Change Energy A

Reid Gardner. The Reid Gardner power plant is located in Nevatlae plant burns coal for
energy. The plant became operational in 1965 andl No. 4 was added on in 1983. The
Department of Water Resources (DWR) State Watge&r(SWP) leases Unit No. 4 of the Reid
Gardner plant. With the passage of the Califofali@bal Warming Solutions Act of 2006 (AB
32, Nunez) DWR had to find ways to reduce its carfumtprint. The SWP is the largest single
customer for electricity in California, and thuslueing the carbon emissions of the electricity
purchased would help DWR meet its carbon reductoals. DWR’s contract with Reid
Gardner will end in 2013, and DWR has formally fietl the power plant that the contract will
not be renewed.

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP.

Governor's Budget. The Governor's January 10 Budget proposed ning permanent
positions at a cost of $1,705,000 from State WRteject funds. The proposed positions would
work on:
* Phasing out use of cold power supplied from Reidd@a Plant Unit No. 4, and
replacing it with other less carbon-intensive reses.
* Replace fossil fuel use and increase energy efiligién SWP operations.
* Reduce energy and water consumption through DWitstery and regulatory authority
and through disbursement of bond funds.
* Report to the Legislature on the annual carborpiot of DWR'’s total operations.

LAO Recommendation. The LAO finds that the budget proposal has nstiffed why existing
SWP staff working on energy-related matters coutd he utilized for this proposal by
redirecting their focus to increasing SWP’s useearfewable energy. Consequently, the LAO
recommends rejection of these positions.

Staff Analysis. Legal and environmental concerns around endirgRkid Gardner power
contract warrant oversight to ensure minimum dtatelity and on schedule contracting for less
carbon intensive energy takes place. Staff thekmosition to ensure this process takes place
reasonably is warranted.
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As part of proposal number four, “New and Expan@atjuirements for Operating the State
Water Project” staff recommended approving 15 neergy-related positions. These positions
should be trained to consider the carbon outputhef energy that is purchased, so that
greenhouse gas considerations become a part deff@tment’s routine operations. Additional
positions to deal with only carbon output are netessary.

Staff Recommendation. Staff recommends that the Subcommittee approedegal position to
address the decommissioning of the Reid Gardneepowntract.

Action: Approved the staff recommendation

Vote: 2-1 (Benoit)

4. Delta Habitat Conservation and Conveyance Progrénitial
Phase Support

Delta Habitat Conservation and Conveyance Program.The Delta Habitat Conservation and
Conveyance Program (DHCCP) was created in June &088pport planning, environmental,
right of way, and engineering activities, as we#l #he potential construction of habitat
restoration and conveyance facilities in line witie ongoing efforts of the Bay Delta
Conservation Plan.

CALFED Conveyance Program. The goal of the Conveyance Program is to identiig a
implement water conveyance modifications in thet®¢hat will: (1) improve water supply
reliability for in-Delta and export users; (2) sa@ppcontinuous improvement in drinking water
quality; and (3) complement the Delta ecosystem.

Budget Act. The 2009-10 Budget Act includes no new positions for the State Water detoj
(SWP) per Control Section 4.12. The SWP funds aifdoudget, but the Legislature must
approve all new positions for the SWP. T@89-10 Budget Act also does not include any bond
funds for the Delta Habitat Conservation and Coaneg Program.

Governor’s Budget. The Governor’s Budget proposes 11 permanentiposjteight temporary
positions, and $180,000 in Proposition 13 bond $untihe funds break down as follows:

» Delta Habitat and Conveyance Program: 11 new pegntgoositions and six temporary
positions to be funded from State Water Projectdsuior a total of $2,630,000. These
positions would work on Delta water conveyance aftdrnative conveyance issues,
including supporting planning, environmental, rigitway, engineering, and
construction activities.

« CALFED Conveyance Program: $180,000 in Propositid bond funds and two
temporary positions to support the South Delta Hsitility Improvement Projects.
These positions would work on a fish collectionndiiang, transportation, and release
study. These positions would also then work onlementing the study’s findings.
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LAO Recommendation. The LAO argues that activities proposed for fundingpctly benefit
both the Central Valley Project and SWP water @mtars, as they are part of a larger
conservation planning effort intended to provideager regulatory certainty to water exporters
and thus greater reliability of water supplies.e O recommends that this funding request be
rejected, on the basis that the activity's direenndficiaries (the state and federal water
contractors) should pay for the activity, ratharttstate funds.

Staff Recommendation. Staff thinks it is premature to begin engineeringht-of-way, and
construction activities on a new Delta conveyanem pintil the planning process is completed.
Thus, staff recommends that the Subcommittee rdfextState Water Project positions (11
permanent, six temporary). Staff recommends rigjecif the CALFED conveyance program’s
two positions and funds.

Action: Rejected proposal

Vote: 3-0

5. South Delta Improvement Project

Water Diversions. The State Water Project (SWP) currently divertdew from the Delta at
Clifton Court Forebay. This diversion is permittdatough water rights permits contingent on
meeting water level and water quality criteria outh Delta channels. Low water levels can
create problems for farmers in the south Delta, whler low water conditions are unable to
divert water for irrigation.

Salmon. Salmon smolts migrate down the San Joaquin Rivéne spring, and can be pulled
into the SWP and Central Valley Project (CVP) watemps. Water diversions that pull small
salmon into the pumps prevent those salmon fronshirg the sea and impact the salmon
population numbers. Ongoing declines of salmonahdr fish species has resulted in a federal
court issuing a Cease and Desist order for wategrsion reductions at the SWP and CVP
facilities.

South Delta Improvement Project. The South Delta Improvement project would corwtru
permanent operable gates to control water flowswatlocations: Middle River, Old River near
Tracy, Grantline Canal, and Old River near the &@aquin River. The department is proposing
to share project costs with the federal governmuauttno federal funds have been secured for the
project at this point.

Budget Act. The2009-10 Budget Act does not include funds for the South Delta Impnogst
Project.

Governor's Budget. The Governor's budget proposed $29,400,000 froomdb funds
($26,600,000 from Proposition 13 and $2,800,00@nfi@roposition 50) for the South Delta
Improvement Project.
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Staff Comment. The cost-effectiveness of the South Delta Impnoset Project depends upon
how the Legislature decides to handle water conmweyain the Delta and how Delta
environmental restoration is pursued. If an aléwe water conveyance facility is constructed,
the South Delta Improvement Project may becomeleteso It may be prudent to spend these
funds on other projects that could have a longaefieial impact.

Staff Recommendation. Staff recommends that the Subcommittee rejedbtigiget proposal.
Action: Rejected proposal

Vote: 3-0

6. Sutter Bypass East Borrow Canal Water ContmoicBires
project

Project. The purpose of this project is the replace two wetatrol structures, Weir No. 2 and
Willow Slough Weir, which are located along the Hasrrow Canal of the Sutter Bypass. The

structures are part of the State Plan of Flood @bnfThe weirs allow the Department of Water
Resources to control water levels in the East Boi@anal for irrigation purposes.

Project Addition. The additional funds requested would cove anem®e in project costs
resulting from changes in foundation designs, @mirental mitigation requirements, and access
requirements for adjacent property owners. Theadegent asserts that without additional
funding, the State would continue to expose itselpotential liability resulting from flooding,
crop loss, and injuries. In addition, the Stataldalso be subjected to criminal liability as a
result of “take” of species under the protectioniha Endangered Species Act.

Previous Appropriations. Previous budget acts have provided $11 milliorttics project.
Finance Letter. The Governor has submitted a spring financerledguesting $3,992,000 in
Proposition 1E bond fund and 7.2 existing positisascomplete the replacement of two
hydraulic control structures in the East Borrow &laof the Sutter Bypass.

Staff Recommendation. Staff recommends that the Subcommittee approvérthece letter.

Action: Approved the spring finance letter

Vote: 3-0
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7. CALFED General Fund Reductions

LAO Recommendation. The 2009-10 Budget Act includes a total of $14 million from the
General Fund for CALFED. Of this amount, about -ba# ($7.2 million) is for CALFED
program oversighof various state agencies. The majority of theai@mg funding is allocated
to the Department of Water Resources (DWR) forraéetsaof specific CALFED programs. The
General Fund contribution in each of these DWR-adistered programs is only three percent of
the total state funds (including bond funds and SWts) that are spent on these programs.

The LAQO’s analysis indicates that the CALFED pragsain DWR proposed to receive General
Fund support may have merit and work towards aamgeCALFED’s goals. Most of the
programs proposed for General Fund support, sudheadelta levees subventions program,
have existed in some form or another prior to tfeaton of CALFED. In the intervening years
since these programs began, however, multiple hgndources in addition to the General Fund
have become available to support them. This ireduslibstantial increases in available bond
funds, many of which are allocated specificalfCALFED. Now, the General Fund contributes
less than three percent overall to these CALFEQ@anos.

In light of the magnitude of the state’s Generahdrfiscal problems, the LAO thinks that it is a
good time for the Legislature to reconsider whetbdaVR’'s CALFED activities warrant
continued General Fund support. The LAO believeshsa reassessment of priorities is
reasonable, given the level of support availableCBLFED from other funding sources
(approximately $225 million for 2009-10). The LAfBerefore recommends that CALFED’s
base General Fund budget be reduced by $5.9 mbloreducing or eliminating General Fund
support in two programs: Delta levees and watertffsgency.

Delta Levees: $4.9 Million General Fund Savings. The budget allocates $4.9 million from the
General Fund for levee maintenance and repairsinwitite Delta. This program pertains to
levees outside of the state’s Central Valley fl@mhtrol system, mainly Delta islands, that are
operated by local reclamation districts. While rmpng these levees has some merit, the need
to continue to stabilize levees on many islandshia Delta is currently being assessed as the
department evaluates alternatives for Delta conweya Therefore, it is uncertain whether
preserving these levees will remain a priority $teite funding. The availability of other fund
sources (mainly bond funds) means that General FRupport can be eliminated without
significantly impacting the program.

Water Use Efficiency: $1 Million General Fund Savings. The General Fund provides $1.4
million of the nearly $27 million budgeted for CAEP water use efficiency programs, mostly
from bond funds. Of the $1.4 million, about $1 lroit is allocated to the California Irrigation
Management Information System (CIMIS), a progranerafed jointly with the University of
California, Davis, intended to assist irrigatorsmanaging their water resources efficiently. The
LAO is concerned that the original purpose of tlhegpam, agricultural water efficiency, has
been changed. Many of the 6,000 registered ugdhe ®system are not irrigators, but are water
agencies, researchers, educators, and water camsult In the LAO’s view, General Fund
support for the water use efficiency program camdukiced by $1 million without significantly
impacting the original program scope. The remgr$850,000 of the General Fund support is
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used for review of urban water conservation plaamshigh-priority activity for which an
alternative funding source is not likely to be dafalie.

Staff Comment. These cuts were discussed at the April 23, 280Bcommittee 2 hearing. The
$1 million General Fund for Water Use Efficiencypmesents the entire CALFED water use
efficiency program, and it may not be prudent imelate these funds in the midst of a drought.

For the Delta Levees program, $1 million Generald-is needed for administrative costs related
to levee projects started prior to the passagkeo2006 bond acts.

Staff Recommendation. Staff recommends that the Subcommittee reduceD#ita Levees
budget by $3.9 million General Fund.

Action: Reduced the Delta Levees program by $3.9 millienéal Fund

Vote: 3-0
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8660 Public Utilities Commission

1. Energy Efficiency Savings

Role of Energy Efficiency in California. Current statute requires the electric and géitiesito
rely on energy efficiency savings as the first tgse to meet customer demand. The utilities
must achieve all cost-effective energy efficienaggfdoe building new power plants, before
signing new natural gas supply contracts, and befarilding new electric or natural gas
transmission lines.

California’s utilities have been working on energfficiency measures since the 1970s.
However, as part of the greenhouse gas reductmm8B 32, the utilities must increase their

energy efficiency gains. The Public Utilities Comaion (PUC) established a new three-year
energy efficiency program and portfolio planninggess for energy efficiency for the 2006 to
2008 period and authorized the utilities to spe@dL $illion in ratepayer funds on programs

expected to achieve savings sufficient to avoid riked to build three new 500 MW power

plants. This is approximately a $500 million anninarease over what the utilities previously

invested into energy efficiency measures.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Governor's Budget. The Governor's Budget proposed $461,000 from Phblic Utilities
Commission Utilities Reimbursement Account for fqasitions to work on energy efficiency
goals.
» Two positions for Statewide Energy Efficiency Segit Plan implementation,
coordination, and ongoing revisions and updates.
» Two positions for evaluation, measurement, andication (EM&V) of energy savings.

Staff Analysis. The utilities will receive incentive paymentsforancial penalties depending on

how well they meet their energy efficiency goalgus, it is important that the calculations for
energy efficiency gains be as accurate as possiblee two positions for measurement and
verification of energy savings will help assureweate financial incentives and planning for AB
32 goals.

The increase in funds used for energy efficienaing at the utilities’ level warrants some
oversight and planning assistance from the PUC.e Tritreased workload justifies two
additional positions.

As part of the energy efficiency work, the utilgievill hire contractors to perform building
renovations. These contractors will in turn traiarkers in “green collar” jobs. Though such
training is appropriate for independent contractorperform, staff thinks that the PUC should
not become involved in job training as that is mopart of the PUC’s mission. Thus staff
recommends that the Subcommittee consider proatianguage to specify that the PUC will
not plan career training programming or includeeeartraining in the evaluation criteria for
projects.
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Staff Recommendation. Staff recommends that the Subcommittee approgethposal with
the following provisional language:

The Public Utilities Commission shall not directghgage in workforce education and
training curriculum development as part of the Cassion’s energy efficiency programs.

Action: Approved with budget bill language

Vote: 3-0

2. Outside Legal Counsel and Economic Consulting

Energy Crisis. The California energy crisis a2000 and 2001 resulted from spot market
manipulation allowed for by flawed power marketidas The California energy market had
been partially deregulated, allowing for market rpafation by energy companies. During the
crisis the state government, through the DepartnoéniVater Resources, had to step in to
purchase power, and 56 contracts totaling $42ohilivere signed. The utilities themselves
bought over $11 billion in energy contracts. Tighly variable power prices of the time led to
the overcharging of California’s consumers by asimas billions of dollars.

Case History. In 2003, Federal Energy Regulatory CommissionREE determined that it
could not modify the long-term contracts merelytb@ grounds that the contracts did not satisfy
the requirement of the Federal Power Act that ales be “just and reasonable,” and that
evidence of market manipulation was irrelevant.e FUC appealed FERC'’s decision to the
Ninth Circuit Court of Appeals, which reversed FERGd found in the PUC’s favor. In late
2008, the United States Supreme Court upheld theéhNGircuit’'s ruling. The case has now been
sent back to the FERC, where the PUC must defemthtarest of California consumers.

The case for modifying long-term contracts was étsgated by the Electricity Oversight Board
(EOB) before the EOB was defunded in 288-09 Budget Act through the Governor’s veto.
The EOB was using outside counsel and expert vaesebr its litigation. The responsibility for
litigating the case is now shifting mainly to the@.

Governor's Budget. The Governor’'s Budget proposes $2.5 million frdre Public Utilities
Commission Utilities Reimbursement Account for adgdegal and economic consultants.

Budget Act. The2009-10 Budget Act includes no funds for this item.

Staff Analysis. The refunds sought for consumers in this procegdre estimated in excess of
$1.4 billion. The funds for economic and legal msel to allow California to recoup those
overcharges are relatively small compared to tmefits of a successful settlement.

Staff Recommendation. Staff recommends that the Subcommittee approyerbposal.

Action: Approved with language requiring interim reporting
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Vote: 3-0

3. Independent Monitoring of CAISO

MRTU. The California Independent System Operator (CAIS&s implemented a new market
design called the “Market Redesign and Technologgrade” (MRTU) in March 2009. The
MRTU aligns California’s electricity market with whesale market designs throughout North
America. The MRTU establishes an integrated fodvaarket with day ahead trading; a full
network model that “sees” bottlenecks before sclesdactually run; provide for locational
marginal pricing, which allows least cost decisi@am®ut how to fix bottlenecks; and puts new
computer systems in place.

California utilities supervised by the CPUC musy lausubstantial portion of the power needed
to serve customers on the wholesale power markatsdtet-based rates. The California Public
Utilities Commission (PUC) is required to analyzearket data and make appropriate
recommendations about the proper functioning of Ipeesigned competitive wholesale
markets both at the CAISO and in Federal EnergyuRégry Commission (FERC) proceedings.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Governor's Budget. The Governor's Budget proposed $174,000 from Phblic Utilities
Commission Utilities Reimbursement Account for twositions to: 1) monitor the California
Independent System Operator (CAISO) market after ithplementation of MRTU, and 2)
effective oversight of the utilities’ $11 billiomaual procurement of energy and capacity.

Staff Analysis. The Electricity Oversight Board (EOB), which wéefunded in 2007-08, served
as the oversight entity for the CAISO. Now thae tBOB is no longer functioning, those
oversight tasks are appropriate to move to anadlgency. However, staff disagrees that the
PUC is the appropriate entity to oversee the CAtB® to a conflict of interest with the PUC’s
ratemaking capacity. The PUC should not oversesnéty to which it makes recommendations.
Also, the Governor’'s proposed energy reorganizatvonld place the CAISO oversight role in
the proposed California Department of Energy. diyrbe best for the Subcommittee to allow the
decision on oversight to move through the poliaycess.

Staff Recommendation. Staff recommends that the Subcommittee rejecptbposal.
Action: Rejected proposal

Vote: 3-0
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3360 Energy Resources Commission

1. Energy Efficiency and Conservation

Energy Independence and Security Act of 2007The Energy Independence and Security Act
of 2007 is a federal bill that created the Enerfficiency and Conservation Block Grants. The
purpose of these grants is to reduce energy agrsisnhouse gas and criteria pollutant emissions,
total energy use, and improve energy efficiencyuiidings. The Act provided $560 million
annually for five years for these grants to be auwistered by state governments. The funds are
divided between the 50 states based on a formitlégs estimated that California will receive
approximately $34 million.

AB 2176. AB 2176 (Caballero, 2008) requires that of theefgy Efficiency and Conservation
grant funds California will receive, a minimum dd @ercent be used to provide cost-effective
grants to cities with a population less than 35,@00counties with a population less than
200,000. AB 2176 also limits the administrativetsdor the program to five percent.

Large Cities and Counties. Those cities and counties with populations lathan 35,000 or
200,000, respectively, are able to apply for enezfficiency funds directly from the federal
government. Also, depending on the guidelines thatEnergy Commission develops, larger
cities and counties may be eligible for the forgrgent of funds that the Energy Commission
will distribute based on the guidelines that wil theveloped.

Guidelines. The Energy Commission is currently developingdgiines for the distribution of

the energy efficiency funds. The Energy Commisgias discretion on how to allocate forty
percent of the federal energy efficiency funds tihatill administer. The guidelines for this
forty percent will be completed in July 2009.

Budget Act. The2009-10 Budget Act includes no funds for this proposal.

Governor's Budget. The Governor's Budget proposed $34 million froeddral funds.
$703,000 of these funds would pay for five posiiamd travel costs.

Staff Comment. Additional federal funds for energy efficiencyclaene available for California
with the passage of the American Recovery and Rsinvent Act (ARRA) of 2009 in February
2009. The Energy Commission estimated that the ARIhds the Energy Commission will
receive will be approximately $15.6 million.

Staff Recommendation. Staff recommends that the Subcommittee augmenfptbposal to
reflect the additional federal funds the Energy @Gussion is likely to receive in the fall of 2009.
Staff recommends an approval of $49.6 million idefel fund expenditure authority and the five
positions requested.

Action: Approved $49.6 million in federal fund expenditanethority and five positions

Vote: 3-0
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8570 Department of Food and Agriculture

1. Agricultural Products Marketing Committees

Authorization. The marketing programs are authorized under #idothia Marketing Act of
1937 and individual sections of statute in the Faad Agricultural Code. State law requires
that the California Department of Food and Agrictdt oversee all State marketing programs.
Each marketing program is governed by a board nuadef industry members. Some boards
also have public members.

Marketing programs are industry initiated and ulyudd not go into effect without approval by
an industry vote. Since all industry members stamdgain from a marketing program’s
activities, all affected producers and/or handtdreach commodity are required to abide by the
marketing program’s statutory provisions and shiagecost of funding the program’s activities.

Purpose. The purpose of marketing programs is to provigiécaltural producers and handlers
an organizational structure, operating under gawemnt sanction, which allows them to solve
production and marketing problems collectively thhey could not address individually.
Current marketing programs’ activities include coaodity promotion, research, and
maintenance of quality standards. Some of therprog carry out all three authorized activities
while others carry out only one or two, dependinglte needs of each respective industry. None
involve volume control and cooperative price essiohent (which is specifically prohibited by
law). These organizations provide a structurestiving problems and also provide a vehicle for
collecting funds to support activities.

Audit Cycles. The California Department of Food and Agricult@DFA) received some
complaints from industry members over the expeneswf specific marketing programs. Spot
audits found problems with both the Tomato Comroissind the Avocado Commission, both of
which have now been disbanded. The CDFA is insgtigua four-year audit cycle. This is in
addition to the internal audits that the marketinghmittees perform.

Staff Recommendation. No recommendation. Informational item only.

Action: No action, informational item only
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